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INDEPENDENT AUDITORS' RERD

To the Honorable Mayor and Members of the City Gilun
City of Polk City

We have audited the accompanying financial statésradrihe governmental activities, the business ggtivities,
each major fund and the aggregate remaining fuiednration of the City of Polk City, lowa, as of afat the year
ended June 30, 2007, which collectively comprigeGhy’s basic financial statements listed in tigle of contents.
These financial statements are the responsibilitieoCity’'s management. Our responsibility is xpress an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with U.S. gdliyeaccepted auditing standards, and the stasdgplicable to
financial audits contained in Government Auditirigrillardgssued by the Comptroller General of the Uniteatest
Those standards and provisions require that wegrdrperform the audit to obtain reasonable asserainout
whether the financial statements are free of naterisstatement. An audit includes examining, ¢esabasis,
evidence supporting the amounts and disclosurémifinancial statements. An audit also includeseasing the
accounting principles used and significant estisatade by management, as well as evaluating thalbfieancial
statement presentation. We believe that our auoitides a reasonable basis for our opinion.

As described in Note 1, these financial statemente prepared on the basis of cash receipts abdrd@ments, which
is a comprehensive basis of accounting other th&n génerally accepted accounting principles.

In our opinion, the financial statements referdtiove present fairly, in all material respedts,respective cash
basis financial position of the governmental atitgj the business type activities, each major andithe aggregate
remaining fund information of the City of Polk Ciig of June 30, 2007, and the respective changesinbasis
financial position for the year then ended in comiity with the basis of accounting described inéNbt

In accordance with Government Auditing Standavws have also issued our reports as dated belawion
consideration of the City’s internal control oviraincial reporting and our tests of its compliawnith certain
provisions of laws, regulations, contracts, anchgagreements and other matters The purposetakiart is to
describe the scope of our testing of internal @miver financial reporting and compliance andrdwults of that
testing and not to provide an opinion on intermmadtml over financial reporting or compliance. Theport is an
integral part of an audit performed in accordanith Government Auditing Standardsd should be considered in
assessing the results of our audit.

The Management’s Discussion and Analysis and tgdtary comparison information are not requiredspafrthe
basic financial statements, but are supplementdoymation required by the Governmental Accountitgndards
Board. We applied limited procedures, which coesigirincipally of inquiries of management regardimg methods
of measurement and presentation of the supplenyeinfarmation. We did not audit the information agxpress no
opinion on it.



Our audit was performed for the purpose of fornopgions on the financial statements that colletyicvomprise the
City’s basic financial statements. We previouslgitad, in accordance with the standards referreal tioe second
paragraph of this report, the financial statemémtthe year ended June 30, 2006 (none of whiphasented herein)
and expressed unqualified opinions on those fishstatements which were prepared in conformity ait other
comprehensive basis of accounting. Other supplememformation included in Schedules 1 through fBresented
for purposes of additional analysis and are netyaired part of the basic financial statementchSoformation has
been subjected to the auditing procedures appliedr audit of the basic financial statements &ndur opinion, is
fairly stated in all material respects, in relatiorthe basic financial statements taken as a whole

September 24, 2007

%%4,4% FC



MANAGEMENT'S DISCUSSION AND ANALYSIS

Polk City provides this Management’s Discussion Andlysis of its financial statements. This navabverview and
analysis of the financial activities is for theci$ year ended June 30, 2007. We encourage raadsyasider this
information in conjunction with the City’s finan¢istatements, which follow.

2007 FINANCIAL HIGHLIGHTS

« Revenues of the City’s governmental activitieséased by 116.69%, or $2,982,204 from fiscal 2006 to
fiscal 2007. Property and Tax Incremental Finagdiax receipts increased by $58,367.

» Disbursements increased 15.6%, or $572,508, ialf&207 from fiscal 2006. Public safety disbursetse
increased $128,300 and capital projects disbursesmareased by $859,874.

* The City’s total cash basis net assets increas@d @6 or $1,430,222, from June 30, 2006 to June 30,
2007. Of this amount, the assets of the goverrathantivities increased $1,394,973: the assetseof t
business type activities increased by $35,249.

USING THIS ANNUAL REPORT
The annual report consists of a series of finarst&ements and other information as follows:

Management's Discussion and Analysis introduced#sic financial statements and provides an aoalyti
overview of the City’s financial activities.

The Government-wide Financial Statement consis&atement of Activities and Net Assets. Thisestant
provides information about the activities of théyGis a whole and presents an overall view of thgsC
finances.

The Fund Financial Statements tell how governmesatalices were financed in the short term as vgelilzat
remains for future spending. Fund financial st&eis report the City’s operations in more detaihtthe
government-wide statement by providing informagdsout the most significant funds.

Notes to financial statements provide additionfdrimation essential to a full understanding ofdaga
provided in the basic financial statements.

Required Supplementary Information further explang supports the financial statements with a coisga
of the City’s budget for the year.

Other Supplementary Information provides detaitéddrimation about the non-major governmental funds.
Basis of Accounting

The City maintains its financial records on theida$ cash receipts and disbursements and thecisiesstatements
of the City are prepared on that basis. The caslslof accounting does not give effect to accowusivable,
accounts payable and accrued items. Accordingdyfihancial statements do not present financisitiom and results
of operations of the funds in accordance with deerally accepted accounting principles. Theegfwhen
reviewing the financial information and discussigithin this annual report, the reader should keemind the
limitations resulting from the use of the cash asiaccounting.



REPORTING THE CITY’S FINANCIAL ACTIVITIES

Government-wide Financial Statement

One of the most important questions agheit the City’s finances is, “Is the City as aolehbetter off or worse

off as a result of the year’s activities?” Thet&taent of Activities and Net Assets reports infatiorawhich helps
answer this question.

The Statement of Activities and Net Asgeesents the City’s net assets. Over time, asereor decreases in

the City’s net assets may serve as a useful iraticéitwhether the financial position of the Cityinsproving or
deteriorating.

The Statement of Activities and Net Assstivided into two kinds of activities:

« Governmental Activities include public safety, pabliorks, health and social services, culture and
recreation, community and economic developmengiggigovernment, debt service and capital
projects. Property tax and state and federal gifamdnce most of these activities.

» Business Type Activities include the waterworks Hrelsanitary sewer system. These activities are
financed primarily by user charges.

Fund Financial Statements

The City has two kinds of funds:

1)

2)

Governmental funds account for most of the Citgsib services. These focus on how money flowsantb

out of those funds, and the balances at year-eticth available for spending. The governmentadgu
include: 1) the General Fund, 2) the Special Regétunds, such as Road Use Tax and Urban Renewal Tax
Increment, 3) the Debt Service Fund, and 4) thet@ldprojects Fund. The governmental fund finalncia
statements provide a detailed, short-term vievhefQity's general government operations and thie bas
services it provides. Governmental fund informatielps determine whether there are more or fewandial
resources that can be spent in the near futuieande the City’s programs.

The required financial statements for governmdutads include a statement of cash receipts, diseats
and changes in cash balances.

Proprietary funds account for the City’s Enterpfismds. Enterprise Funds are used to report [ssstype
activities. The City maintains two Enterprise Fsital provide separate information for the Water &adier
funds..

The required financial statements for proprietaryds include a statement of cash receipts, disimensis and
changes in cash balances.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as aluedfaator of financial position. The City’s cabhlance for
governmental activities increased from a year &gm $1,199,230 to $2,594,203. The analysis thidds focuses
on the changes in cash balances for governmeriatias.

Changes in Cash Basis Net Assets of Governmentaltidies

Year ended June 30,

2007 2006
Receipts and transfers:
Program receipts:
Charges for service 238,201 433,696
Operating grants, contributions andriged interest 83,431
Capital Grants & Contributions 2,769,555
General receipts:
Property tax 660,567 652.778
Tax Increment Financing 8947 38,898
Local option sales tax 1,6387 886,977
Unrestricted investment earnings 109,141 631269
Miscellaneous 52,628 296,692
Total receipts and transfers 5,539 2,555,741
Disbursements:
Public Safety 769,747 641,447
Public Works 410,598 542,564
Health and Social Services 12,081
Culture and Recreation B2 276,196
Community and Economic Development 10,000 41,466
General Government 4394 792,342
Capital Projects 2,224,242 1,364,368
Total disbursements 422972 3,670,464
Increase (Decrease) in cash basis net assets
before transfers and inter-fund loans 1,294,973 1,104,723)
Transfers (net) (2B0p
Inter-fund loans 350,000 (665,00D
Increase (Decrease) in cash balance 1,394,973 (1,779,723)
Cash basis net assets beginning of year 1,199,230 2,978,953
Cash basis net assets end of year 2,59932 1,199,230




RECEIPTS BY SOURCE
Unrestricted investment earnings 1.97%

DISBURSEMENTS BY FUNCTION

Community and Econ...Developtmen 0.24%

Miscellaneous 0.95% Health & Social Seps 0.00%
Operating grants, contributions Culture and Recreation 9.17%

and restricted interest 0.00% General government 10.35%
Tax increment financing 1.62% Public Works 9.68%
Charges for service 4.30% Public Safety 18.14%
Property tax ReR Capital Projects 52.42%
Local Option Sales Tax 29.22%

Capital Grants & Contributions 50.01%

The City’s total receipts for governmentaities increased by 116.69% or $2,982,204. Thed tost of all
programs and services increased by $572,508 o¥dlitich included the continuation of a capital potg program.
The significant increase in receipts was primahky result of local option sales tax receipts iasieg plus the
operating grants & contributions received as altesthe expenditure incurred on the Parker Bjmabject..

The cost of all governmental activities theaywas $4,242,972 compared to $3,670,464 last y#avever, as
shown in the Statement of Activities and Net Asgiis amount taxpayers ultimately financed for ¢hedivities was
only $1,539,578, because some of the cost washyaitbse directly benefited from the programs ($2,919) or by
other governments and organizations with contriimstiand other restricted interest ($790,675). @éne City's
governmental activities receipts, including intergamental aid and fees for service, increase®@Y Zrom $517,127
to $2,769,555. The City paid for the remainingBjizibenefit” portion of governmental activitiestwi$750,043 in
property taxes (some of which could only be usedéntain programs) local option sales tax and wilter receipts,
such as interest and miscellaneous income.

Changes in Cash Basis Net Assets of Business Typaifities

edf ended June 30

2007 2006
Receipts:
Program receipts:
Charges for service:
Water $323,252 $333,134
Sewer $228,425 $224,959
General receipts:
Unrestricted interest on investments $ 22,199 $8,789
Total receipts $ 573,876 $566,882
Disbursements:
Water $263,933 $926,551
Sewer $174,694 $218,519
Total disbursements $438,627  $1,145,070
Increase (Decrease) in cash balance before transfer
and inter-fund loans $135,249 $(578,188)
Transfers (net) 250,000
Inter-fund loans (350,000) 665,000
Increase in cash balance 35,249 86,812
Cash basis net assets beginning of year $959,894 $873,082
Cash basis net assets end of year $995,143 $959,894




Total business type activities receipts ferfiacal year were $573,876 compared to $566,88%/&ar. The cash
balance increased by only $35,249 from the priar pecause of the part repayment of prior yearslodiotal
disbursements for the year decreased by 61.69&d0t@ml of $438,627. This decrease is attributibtbe cost of the
water agreement with the Des Moines Water Workkerprior year.

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As Polk City completed the year, its governmeniabf reported a combined fund balance of $2,594803
increase of $1,394,973. Of that increase, $TBliglattributable alone to an increase of LocdlddpSales Tax
receipts, the balance is attributable to a redndtidhe net cost of Capital Improvements.

* The General Fund cash balance increased by $178¢8#Qhe prior year total of $2,046,283. The
increase is attributable to generally increasedmags.

* The Capital Projects Fund was established in yeded June 2004 to isolate from the General Fund
items of a capital nature. At the end of the yharbalance of this fund was $421,319. This sunpilis
be used, with the addition of additional inter furahsfers, to fund the 2007/2008 Capital Expenelitu
program.

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS

e The Water Fund cash balance decreased by $28&®192,484. This balance decrease was generated
by part repayment of prior year loans. There wamorease in the unit cost to consumers.
* The Sewer Fund cash balance increased by $32hZ&®p,659, This balance increase was generated
by (a) cost control and purchase efficiency, and(ansfer from the General Fund to provide for
future major capital projects. Again, there wasuni cost increases charged to consumers.
BUDGETARY HIGHLIGHTS

Over the course of the year, the City amendedutigbet once. The amendment was approved in Mai@h 20
and resulted in an increase in both disbursemextsexeipts.. The City had sufficient cash badarto absorb these
additional costs.

DEBT ADMINISTRATION
At June 30, 2006 the City had no debt.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Polk City’s elected and appointed officialslaitizens will consider many factors when settimgfiscal year 2008
budget, tax rates, and fees that will be chargeddnous City activities. A major consideratioiillwe the planning
and timing of necessary and mandated improvemeuntsipgrades to the City’s water and sewer treatpiants.
CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide otizens, taxpayers, customers, and creditors witbreeral overview
of the City’s finances and to show the City's acttability for the money it receives. If you hawgegtions about this

report or need additional financial informationntact Colin Adams, Finance Director, City of PoliyC112 3
Street, Polk City, lowa.



City of Polk City, lowa
Statement of Activities and Net Assets — Cash Basis
As of and for the year ended June 30, 2007

Program Receipts

Operating Grants, Capital Grants,
Charges for Contributions, and Contributions and
Disbursements Services Restricted Interest Restricted Interest
Functions/Programs
Governmental Activities
Public safety $ 769,747 $ 266,426 % 46,648 $ -
Public works 410,598 239,366 -
Culture and recreation 389,241 22,677 18,048 -
Community and economic development 10,000 - - -
General government 439,144 44,085 - -
Capital projects 2,224,242 - - 2,465,193
Total governmental activities 4,242,972 333,188 304,062 2,465,193
Business type activities
Water 263,933 327,924 - -
Sewer 174,694 245,952 - -
Total business type activities 438,627 573,876 - -
Total $ 4,681,599 $ 907,064 $ 304,062 $ 2,465,193

General Receipts
Property tax levied for
General purposes
Tax increment financing
Local option sales tax
Unrestricted interest on investments
Miscellaneous
Transfers
Inter fund loan
Total general receipts and transfers

Change in cash basis net assets
Cash basis net assets beginning of year
Cash basis net assets end of year

Cash basis net assets
Restricted (deficit)
Streets
Urban renewal purposes
Capital Projects
Unrestricted
Total cash basis net assets

There were no reconciling items between the Gowental and Fiduciary Fund Statements of Cash Res;d}isbursements and
Changes in Cash Balances and the above Statenemnhdes to financial statements.



Net (Disbursements) Receipts and Changes in Cask

Net Assets
Governmental  Business Type
Activities Activities Total

$ (456,673) $ -$ (456,673)
(171,232) - (171,232)
(348,516) - (348,516)
(10,000) - (10,000)
(395,059) - (395,059)
240,951 - 240,951
(1,140,529) - (1,140,529)

- 63,991 63,991

- 71,258 71,258

- 135,249 135,249

$ (1,140,529) $ 135,249 $ (1,005,280)
$ 660,567 $ -$ 660,567
89,476 - 89,476
1,618,377 - 1,618,377
56,659 - 56,659

10,423 - 10,423

(250,000) 250,000 -

350,000 (350,000) -
2,535,502 (100,000) 2,435,502
1,394,973 35,249 1,430,222
1,199,230 959,894 2,159,124

$ 2,594,203 $ 995,143 $ 3,589,346
$ (180,638) $ -$ (180,638)
130,569 - 130,569
421,319 - 421,319
2,222,953 995,143 3,218,096

$ 2,594,203 $ 995,143 $ 3,589,346

10
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City of Polk City, lowa
Statement of Cash Receipts, Disbursements and €sam@ash Balances

Governmental Funds

As of and for the year ended June 30, 2007

Receipts
Property Taxes
Tax Increment Financing Collections
Other City Tax- Local Option Sales Tax
Licenses and Permits
Use of Money and Property
Intergovernmental
Special Assessments
Charges for Services
Miscellaneous
Total Receipts
Disbursements
Operating
Public Safety
Public Works
Culture and Recreation
Community and Economic Development
General Government
Capital Projects
Total Disbursements
Excess (deficiency) of receipts
over (under) disbursements
Other financing sources (uses)
Inter fund loan
Operating transfers in
Operating transfers out
Total other financing sources (uses)
Net change in cash balances
Cash balance - beginning of year
Cash balance - end of year
Cash basis fund balances
Unreserved
General fund
Special revenue funds
Capital projects fund
Total cash basis fund balances

Exhibit B

Other
Nonmajor
Governmental
General Road Use Tax Capital Project ~ Funds Total
$ 660,567 $ -$ - $ 660,567
- - - 89,476 89,476
1,618,377 - - 1,618,377
145,951 - - 145,951
109,141 - - 109,141
64,996 239,366 790,675 1,095,037
- - 1,674,518 - 1,674,518
92,250 - - 92,250
52,628 - - 52,628
2,743,910 239,366 2,465,193 89,476 5,537,945
769,747 - - - 769,747
67,548 343,050 - - 410,598
389,241 - - - 389,241
10,000 - - - 10,000
439,144 - - - 439,144
- - 2,224,242 - 2,224,242
1,675,680 343,050 2,224,242 - 4,242,972
1,068,230 (103,684) 240,951 89,476 1,294,973
350,000 - - - 350,000
- 126,560 865,000 - 991,560
(1,241,560) - - - (1,241,560)
(891,560) 126,560 865,000 - 100,000
176,670 22,876 1,105,951 89,476 1,394,973
2,046,283  (203,514) (684,632) 41,093 1,199,230
$ 2,222,993  (180,638)% 421,319 $ 130,569 2,594,203
$ 2222953 % -$ -$ -$ 2,222,953
- (180,638) - 130,569 (50,069)
- - 421,319 - 421,319
$ 2,222, %3 (180,638)$ 421,319% 130,569$ 2,594,203

The accompanying notes to financial statementaranategral part of this statement.
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City of Polk City, lowa

Statement of Cash Receipts, Disbursements and €sam@ash Balances

Operating receipts
Use of money and property
Charges for service
Total operating receipts

Operating disbursements
Business type activities

Excess of operating receipts
over operating disbursements

Non-operating receipts (disbursements)
Inter fund loan
Transfers-in
Total other financing sources (uses)
Net change in cash balances
Cash balances - beginning of year
Cash balances - end of year

Cash basis fund balances - Unreserved

See notes to financial statements.

Proprietary Funds
As of and for the year ended June 30, 2007

12

Exhibit C

Water Sewer Total
$ 4.67% 17,527 $ 22,199
323,252 228,425 551,677
327,924 245,952 573,876
263,933 174,694 438,627
63,991 71,258 135,249
(350,000) - (350,000)
- 250,000 250,000
(350,000) 250,000 (100,000)
(286,009) 321,258 35,249
388,493 571,401 959,894
$ 102,484 $ 892,659 $ 995,143
$ 102,484 892,659 $ 995,143
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City of Polk City, lowa
Notes to Financial Statements
June 30, 2007

Summary of Significant Accounting Policies

The City of Polk City is a political subdivision tfe State of lowa located in Polk County. It viiest
incorporated in 1875 and operates under the HoneefRavisions of the Constitution of lowa. TheyGiperates
under the Mayor-Council form of government with Mayor and Council Members elected on a non-partisa
basis. The City provides numerous services toeati including public safety, public works, culfuexreation,
public improvements and general administrativeisesv

A. Reporting Entity
For financial reporting purposes, the City of PGlky has included all funds, organizations, agesdi@ards,
commissions and authorities. The City has alssidened all potential component units for whicis it
financially accountable, and other organizatiomsabich the nature and significance of their relaship
with the City are such that exclusion would cabeeQity's financial statements to be misleading or
incomplete. The Governmental Accounting Standaasr®has set forth criteria to be considered in
determining financial accountability. These cidénclude appointing a voting majority of an orgaation's
governing body and (1) the ability of the City togose its will on that organization or (2) the it for the
organization to provide specific benefits to, opore specific financial burdens on the City.

Jointly Governed Organizations

In 1998, the City joined the Des Moines Area Metiddan Planning Organization to plan and coordirhée
transportation activities for the metropolitan ar&he Organization's Board consists of a repraseatfrom
each governing body. The members make contributimard the budget of the organization. During the
year ended June 30, 2007, no contribution was made.

In 1969, the City, in conjunction with seventeeheotcities, created the Metro Waste Authority. The
Authority board consists of an elected represematf the governing body of each participating
governmental jurisdiction. The purpose of thisfgiublic body is to provide for the economic disaloof all
solid waste produced or generated by the jurismistand private contractors. During the year eddeé 30,
2007, the City paid the Metro Waste Authority $24,6or the Curb It Program.

The City, in conjunction with eighteen other citieseated the Polk County Emergency Management
Commission using a 28E agreement. The commiss@ndes direction for planning, coordinating, tiaiy
and support of emergency management servicesngptime year ended June 30, 2007 the City paid 8718
the commission.

In addition, the City participates in other joingverned organizations that provide servicesdcaitizenry
of the City but do not meet the criteria of a joiehture since there is no ongoing financial irgeos
responsibility by the participating governmentsty Gfficials are members of the Joint County/Mupid
Disaster Services and Emergency Planning Admitistréor Polk County, the Emergency Communications
Services (911) Board and Central lowa Regional Kimgpn Water Commission and League of Cities.

B. Basis of Presentation

Government-wide Financial Statemenfhe Statement of Activities and Net Assets repimiformation on
all of the nonfiduciary activities of the City. Fiive most part, the effect of interfund activitystmeen
removed from this statement. Governmental actsyitiehich are supported by tax and intergovernmental
revenues, are reported separately from businessafvities, which rely to a significant extentfees and
charges for services.

13



B. Basis of Presentation (continued)

The Statement of Activities and Net Assets presietCity’s nonfiduciary net assets. Net assetsegerted
in two categories:

Restricted net assetssult when constraints placed on net asset eseither externally imposed or
imposed by law through constitutional provisiongpabling legislation.

Unrestricted net asset®nsist of net assets that do not meet the definilf the preceding category.
Unrestricted net assets often have constraintesources imposed by management, which can be
removed or modified.

The Statement of Activities and Net Assets dematesrthe degree to which direct disbursementgofem
function are offset by program receipts. Direcbdisements are those clearly identifiable withecsjz
function. Program receipts include 1) charges &taraers or applicants who purchase, use or dirbethgfit
from goods, services or privileges provided byvagfunction and 2) grants, contributions andriegeon
investments restricted to meeting the operationabpital requirements of a particular functiorofsarty tax
and other items not properly included among progearipts are reported instead as general receipts.

Fund Financial StatementsSeparate financial statements are provideddeermpmental funds and
proprietary funds. Major individual governmentahéis and major individual enterprise funds are riejloas
separate columns in the fund financial stateméditsemaining governmental funds are aggregated and
reported as nonmajor governmental funds.

The City reports the following major governmeritaids:
The General Fund is the general operating funeflity. All general tax receipts and other retseit
allocated by law or contractual agreement to sotinerdund are accounted for in this fund. From the
fund are paid the general operating disbursemtigdixed charges and the capital improvement costs
that are not paid from other funds.
The Capital Projects Fund is used to account faeaburces used in the acquisition of capitalifaes.
The Road Use Tax Fund is utilized to account fadroonstruction and maintenance.

The City reports the following major proprietaryntis:

The Water Fund accounts for the operation and ewamice of the City’s water system.

The Sewer Fund accounts for the operation and evante of the City's waste water treatment and
sanitary sewer system.

14
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C. Measurement Focus and Basis of Accounting

The City of Polk City maintains its financial redsron the basis of cash receipts and disbursemedtshe
financial statements of the City are prepared ahlthsis. The cash basis of accounting does veegdiect
to accounts receivable, accounts payable and atitams. Accordingly, the financial statementsndd
present financial position and results of operatioithe funds in accordance with U.S. generalbepted
accounting principles.

Proprietary funds distinguish operating receipt$ disbursements from non-operating items. Operating
receipts and disbursements generally result framviging services and producing and delivering gands
connection with a proprietary fund’s principal onggoperations. All receipts and disbursementawmexting
this definition are reported as non-operating pseand disbursements.

D. Budgets and Budgetary Accounting
The budgetary comparison and related disclosueesepprted as Required Supplementary Information.
Cash and Pooled Investments

The City's deposits, at June 30, 2007, wereadyiiovered by Federal depository insurance, adhbystate
Sinking Fund in accordance with Chapter 12C of@bde of lowa. This chapter provides for additional
assessments against the depositories to insugewliebe no loss of public funds.

The City is authorized by statute to invest puhlitds in obligations of the United States goveminiés agencies
and instrumentalities; certificates of deposit threo evidences of deposit at federally insured sty
institutions approved by the City Council; primayidle bankers acceptances; certain high rated canciad
paper; perfected repurchase agreements; certagtenegl open-end management investment compaeigsirc
joint investment trusts; and warrants or improvenoertificates of a drainage district.

The City has no investments that are subjeiskocategorization.

The City had investments in the lowa Public Agelimvestment Trust which are valued at an amortczed of
$1,543,393 pursuant to Rule 2a-7 under the Invegt@empany Act of 1940 and are not subject to risk
categorization.

Tax Increment Financing

The Urban Renewal Tax Increment — LMI fund camahe division of tax receipts as provided fo€Chepter
403.19 of the Code of lowa for the purpose of piimg or aiding public improvements and residential
development. That Chapter and Chapter 403.22¢ee\that the City must include assistance to ladv an
moderate income family housing unless, within thielglines of the lowa Department of Economic Depaient,
the City can show no low and moderate income hguséeds. To date, the determination has not beele mf
it is determined a need exists, the funds will fpeng on family assistance. If not, the funds casfient on public
improvements in the economic development area.
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4/

5/

6/

7/

Pension and Retirement Benefits

The City contributes to the lowa Public Employeetil®fment System (IPERS) which is a cost-sharintjipfer
employer defined benefit pension plan administénethe State of lowa. IPERS provides retiremendtdeath
benefits which are established by State statytatomembers and beneficiaries. IPERS issuesl&iyub
available financial report that includes finanattements and required supplementary informafidre report
may be obtained by writing to IPERS, P. O. Box 911&s Moines, lowa 50306-9117.

Most regular plan members are required to con&iBBLui0% of their annual salary and the City is ireguto
contribute 5.75% of annual covered payroll. Ceréanployees in special risk occupations and the &itytribute
an actuarially determined contribution rate. Cdmition requirements are established by state stafhe City's
contribution to IPERS for the years ended Jun€2307, 2006, and 2005, were $48,687, $46,357, an®3$a,
respectively, which are equal to the required doutions for each year.

Compensated Absences

City employees accumulate a limited amount of ehime unused vacation hours for subsequent us# or f
payment upon termination, retirement or death. &laesumulations are not recognized as disburserng it
City until used or paid. The City's approximatdliligy for earned compensated absences for vacatoins
payable to employees at June 30, 2007, primaidying to the General Fund, is $34,000.

The liability has been computed based on rateapin effect at June 30, 2007.
Related Party Transactions

The City had business transactions between tiyea@d a City official totaling $1,439 during thear ended June
30, 2007.

Risk Management

The City is a member in the lowa Communities AsscesPool, as allowed by Chapter 670.7 of the Codimna.
The lowa Communities Assurance Pool (Pool) is allgovernment risk sharing pool whose 556 members
include various governmental entities throughoat$tate of lowa. The Pool was formed in Augus1fe8 the
purpose of managing and funding third-party lisfpitilaims against its members. The Pool provides@age and
protection in the following categories: generabilidy, automobile liability, automobile physicahthage, public
officials liability, police professional liabilityproperty, inland marine and boiler/machinery. rEhgave been no
reductions in insurance coverage from prior years.

Each member’s annual casualty contributions tdPa fund current operations and provide capifainual
operating contributions are those amounts necessfmd, on a cash basis, the Pool's general dmirgstrative
expenses, claims, claims expenses and reinsurapeases due and payable in the current year, plosany
portion of any deficiency in capital. Capital adimitions are made during the first six years ofmbership and
are maintained to equal 300 percent of the totabatimember’s basis rates or to comply with tligiirements of
any applicable regulatory authority having jurisihc over the Pool.
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7/

8/

9/

Risk Management (continued)

The Pool also provides property coverage. Memivarselect such coverage make annual operating
contributions which are necessary to fund, on & basis, the Pool's general and administrative esgeand
reinsurance premiums, all of which are due andlgayia the current year, plus all or any portioran¥
deficiency in capital. Any year-end operating susps transferred to capital. Deficiencies inrmapiens are offset
by transfers from capital and, if insufficient, the subsequent year's member contributions.

The City’s property and casualty contributionstte tisk pool are recorded as disbursements froopisating
funds at the time of payment to the risk pool. Tig of Polk City’s annual contributions to thed?éor the year
ended June 30, 2007 were $40,893.

The Pool uses reinsurance and excess risk-shagiagraents to reduce its exposure to large losges.Pool
retains general, automobile, police professional, public officials’ liability risks up to $350,008r claim.
Claims exceeding $350,000 are reinsured in an ahmmino exceed $2,650,000 per claim and $5,000;000
aggregate per year. For members requiring spedifierage from $3,000,000 to $10,000,000, suchssxce
coverage is also reinsured. Property and automphisical damage risks are retained by the Potad 600,000
each occurrence, each location, with excess cogeegsured on an individual-member basis.

The Pool’s intergovernmental contract with its mensiprovides that in the event a casualty claisedes of
claims exceeds the amount of risk-sharing protegirovided by the members’ risk-sharing certificaitén the
event a series of casualty claims exhausts totalbegs equity plus any reinsurance and any exéglssharing
recoveries, then payment of such claims shall e@ltigation of the respective individual membaAs of June
30, 2007, settled claims have not exceeded thgpdskor reinsurance company coverage since thkspoo
inception.

Members agree to continue membership in the Poal period of not less than one full year. Aftactsperiod, a
member who has given 60 days’ prior written notigey withdraw from the Pool. Upon withdrawal, payrse
for all claims and claims expenses become therssfgonsibility of the withdrawing member, regardle$
whether a claim was incurred or reported priohtornember’s withdrawal. Members withdrawing witttie first
six years of membership may receive a partial gtfafrtheir capital contributions. If a member witaws after
the sixth year, the member is refunded 100 pexfdatd capital contributions; however, the refusdeduced by
an amount equal to the annual operating contributidich the withdrawing member would have madeter
one-year period following withdrawal.

The City of Polk City also carries commercial irere purchased from other insurers for coverageiassd
with workers’ compensation and employee dishoneSsttled claims resulting from these risks have no
exceeded commercial insurance coverage in anyeqgfdbt three fiscal years.

Commitment

The City entered into a contract for the purchdsefwoe truck. At June 30, 2007, the remaining agitment was
$382,154.

Use of Estimates
The preparation of financial statements requiresagament to make estimates and assumptions that fé
reported amounts and disclosure of liabilities ticment liabilities, and commitments at the dat¢heffinancial

statements, and the classification of receiptstisistlirsements during the reporting period. Acteallts could
differ from the estimates that were used.
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10/ Interfund Transfers

The detail of interfund transfers for the yeadeth June 30, 2007 is as follows:

Transfer Ti
Road Use Capital
Tax Projects Sewer Total
Transfer from
General $ 126,560$ 865,000 $ 250,000 $ 1,241,560

$ 126,560 $ 865,000 $ 250,000 $ 1,241,560

Transfers generally move resources from the fusiditstrily required to collect the resources toftheal
statutorily required to disburse the resources.

11/ Water Rates
During the year ended June 30, 2007, the City PailMoines Water Works $665,000 for the right tp joaver

water rates over forty years, based on a 350,00@hgaer day consumption. The rates will be bamednnual
cost studies conducted by the Des Moines Water 8Vdriitially such rates are $.90 per 1,000 gallons

12/ Interfund Loan

During the year ended June 30, 2006, the General lbaned $665,000 with no interest to the Waterdr-u
During the year ended June 30, 2007, the Water Fepadd $350,000. At June 30, 2007, the loan loeléotaled

$315,000.
13/ Deficit Fund Balances

At June 30, 2007, the Road Use Tax Fund had aitdedilance of $180,638. The deficit in will bereihated by
future receipts.
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City of Polk City, lowa
Budgetary Comparison Schedule of Receipts, Dislmests, and Changes in Balances
Budget and Actual (Cash Basis) - All Governmentaids and Proprietary Funds
Required Supplementary Information
Year ended June 30, 2007

Governmental  Enterprise
Funds Actual Funds Actual
Receipts
Property Taxes $ 660,567$ -
Tax increment financing collections 89,476 -
Other city tax 1,618,377 -
Licenses and permits 145,951 -
Use of money and property 109,141 22,199
Intergovernmental 1,095,037 -
Special Assessments 1,674,518 -
Charges for Service 92,250 551,677
Miscellaneous 52,628 -
Total Receipts 5,537,945 573,876
Disbursements
Public safety 769,747 -
Public works 410,598 -
Health and social services - -
Culture and recreation 389,241 -
Community and economic development 10,000 -
General government 439,144 -
Capital projects 2,224,242 -
Business type activities - 438,627
Total Disbursements 4,242,972 438,627
Excess (deficit) of receipts
over disbursements 1,294,973 135,249
Other financing sources, net 100,000  (100,000)
Excess (deficit) of receipts and other
sources over disbursements 1,394,973 35,249
Balance - beginning of year 1,199,230 959,894
Balance - end of year $ 2,594,208 995,143

See accompanying independent auditors' report.
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Budgeted Amoun

Final to Net
Net Original Final Variance

660,567 $ 624,482% 624,482 $ 36,085

89,476 - 45,000 44,476
1,618,377 1,020,022 1,600,000 18,377
145,951 91,700 83,600 62,351
131,340 121,500 105,400 25,940
1,095,037 286,800 1,165,215 (70,178)
1,674,518 3,500 1,668,593 5,925
643,927 1,030,800 716,100 (72,173)
52,628 30,150 47,400 5,228
6,111,821 3,208,954 6,055,790 56,031
769,747 816,870 860,665 90,918
410,598 454,575 457,185 46,587
- 9,000 6,000 6,000
389,241 309,640 370,955 (18,286)
10,000 20,000 - (10,000)
439,144 379,450 461,370 22,226
2,224,242 565,000 2,630,000 405,758
438,627 513,670 550,121 111,494
4,681,599 3,068,205 5,336,296 654,697
1,430,222 140,749 719,494 710,728
1,430,222 140,749 719,494 (710,728)

2,159,124 2,159,124 3,852,035  (1,692,911)

3,589,346 $ 2,299,873$ 4,571,529 $  (982,183)
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City of Polk City, lowa
Notes to Required Supplementary Information — BtalyeReporting
June 30, 2007

In accordance with the Code of lowa, the City Calusrenually adopts a budget on the cash basisviatig
required public notice and hearing for all fundsept Fiduciary Funds. The annual budget may be deteduring
the year utilizing similar statutorily prescribetbpedures.

Formal and legal budgetary control is based upomtajor classes of disbursements known as fungtimtdby
fund or fund type. These ten functions are: puddifety, public works, health and social service#tuce and
recreation, community and economic developmenteggmgovernment, debt service, capital projectsirtass type
activities and non-program. Function disbursemesdsired to be budgeted include disbursementhfoGeneral
Fund, Special Revenue Funds, Debt Service FundtaC&pojects Funds and Proprietary Funds. Althotigh
budget document presents function disbursementsraly the legal level of control is at the aggregafunction
level, not by fund. During the year, one budget madmeent increased budgeted disbursements by $3968[0e
budget amendments are reflected in the final bedgemounts.

During the year ended June 30, 2007, disbursementeded the amounts budgeted in the Culture ack&®n
and Community and Economic Development functions.
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Statement of Cash Receipts, Disbursements, andgébam Cash Balances
Nonmajor Governmental Funds
As of and for the year ended June 30, 2007

Receipts
Tax increment financing collections
Total Receipts

Net changes in cash balances

Cash balance - beginning of year
Cash balance - end of year

Cash basis fund balances
Unreserved
Special revenue funds
Total cash basis fund balances

City of Polk City, lowa

Special Revenue

Urban Renewal
Tax Increment -

L.M.I Total
$ 89,476 89,476
89,476 89,476
89,476 89,476
41,093 41,093
$ 130,589 130,569
$ 130,569 130,569

130,59 130,569

See accompanying independent auditors' report.
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Schedule 2

City of Polk City, lowa
Schedule of Receipts by Source and Disbursemerfsibgtion
All Government Funds
As of and for the year ended June 30, 2007

2007 2006 2005 2004
Receipts

Property taxes $ 660,567 $ 652,778 % 541,190 $ 399,019
Tax increment financing collections 89,476 38,898 1,019 354,939
Other city tax 1,618,377 886,977 1,161,315 2,658,926
Licenses and permits 145,951 336,109 84,345 198,532
Use of money and property 109,141 163,269 142,737 75,437
Intergovernmental 1,095,037 301,478 332,843 278,574
Special Assessments 1,674,518 - - -
Charges for service 92,250 97,588 148,896 194,980
Miscellaneous 52,628 78,644 377,689 39,571
Total $ 5537,945 $ 2555741 $ 2,790034 $ 4,199,978

Disbursements

Operating
Public safety $ 769,747 $ 641,447 % 695,097 $ 462,316
Public works 410,598 542,564 376,903 448,439
Health and human services - 12,081 6,519 8,188
Culture and recreation 389,241 276,196 296,841 267,846
Community and economic development 10,000 41,466 15,436 61,973
General government 439,144 792,342 342,946 342,691
Debt service - - 375,000 75,517
Capital projects 2,224,242 1,364,368 2,306,711 994,416
Total $ 4,242,972 $ 3670464 $ 4415453 $ 2,661,386

See accompanying independent auditors' report.
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REPORT ON INTERNAL CORODL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED OAN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITHGOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Members of the City Council

We have audited the accompanying financial statésiefrthe governmental activities, the businessg gtivities,
each major fund and the aggregate remaining fufodriration of the City of Polk City, lowa as of afat the year
ended June 30, 2007, which collectively comprigeQlty’s basic financial statements listed in thiel¢ of contents,
and have issued our report thereon as dated belaw.report expressed unqualified opinions on ihanicial
statements which were prepared in conformity wittother comprehensive basis of accounting. We wcted our
audit in accordance with U.S. generally acceptatitiing standards, and the standards applicablméméial audits
contained in Government Auditing Standardsued by the Comptroller General of the Unitéates.

Internal Control Over Financial Reporting

In planning and performing our audit, we considetedCity of Polk City's internal control over fimgial reporting as
a basis for designing our auditing procedurestferpgurpose of expressing our opinion on the firdrstatements, but
not for the purpose of expressing and opinion ¢ecéfeness of the City’s internal control overdfittial reporting.
Accordingly, we do not express an opinion on tlieatifveness of the City’s internal control overaiittial reporting.

Our consideration of the internal control over fioal reporting was for the limited purpose desiin the first
paragraph of this section and would not necessdelytify all deficiencies in the internal conttbhat might be
significant deficiencies or material weaknesseeweler, as discussed below, we identified a defagien internal
control over financial reporting that we considet@the a significant deficiency and we considecelle a material
weakness.

A control deficiency exists when the design or afien of a control does not allow management orleyees, in the
normal course of performing their assigned fungtiorprevent or detect misstatements on a timedjsbaA significant
deficiency is a control deficiency, or combinatafrcontrol deficiencies, that adversely affects@iigy’s ability to
initiate, authorize, record, process, or repodriitial data reliably in accordance with generatiyepted accounting
principles such that there is more than a remkéditiood that a misstatement of the City’s finahstatements that is
more than inconsequential will not be preventedatected by the City’s internal control. We comsithe deficiency
in internal control described in Part Il of the agpanying Schedule of Findings to be a significkdiciency in
internal control over financial reporting.

A material weakness is a significant deficiencygca@mbination of significant deficiencies, that fégumore than a
remote likelihood that a material misstatementefftnancial statements will not be prevented ¢ected by the
City’s internal control.

Our consideration of the internal control over fioal reporting was for the limited purpose desaiin the first
paragraph of this section and would not necessdelytify all deficiencies in the internal conttbt might be
significant deficiencies and, accordingly, would necessarily disclose all significant deficiendiest are also
considered to be material weaknesses. Howevéredignificant deficiency described above, wedwelitem 07-1-A
is a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance abouth@hthe City of Polk City's financial statements &ee of
material misstatement, we performed tests of itspl@ance with certain provisions of laws, regulagpcontracts,
and grants, non-compliance with which could hadé&ect and material effect on the determinatiofiredncial
statement amounts. However, providing an opiniec@mpliance with those provisions was not an dhjeof our
audit and, accordingly, we do not express suchpaman. The results of our tests disclosed naainsgs of
noncompliance that are required to be reportedru@dgernment Auditing Standard$lowever, we noted certain
immaterial instances of non-compliance or othertenathat are described in Part IV of the accompangchedule
of Findings.

Comments involving statutory and other legal mattdrout the City's operations for the year ended 30, 2007
are based exclusively on knowledge obtained fromeguiures performed during our audit of the findncia
statements of the City. Since our audit was basetsts and samples, not all transactions thattrhigve had an
impact on the comments were necessarily auditdgk cbmments involving statutory and other legaltenatare not
intended to constitute legal interpretations othetatutes.

The City of Polk City’s responses to findings id&etl in our audit are described in the accompagysehedule of
Findings. While we have expressed our conclusiothe City’'s responses, we did not audit the Citg'sponses
and, accordingly, we express no opinion on them.

This report, a matter of public record by law,ritended solely for the information and use of tfiicials,
employees and citizens of the City of Polk City atider parties to whom the City of Polk City mapog. This
report is not intended to be and should not be bgeghy one other than these specified parties.

September 24, 2007

%MWM% FC
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City of Polk City, lowa
Schedule of Findings
Year Ended June 30, 2007

PART | Findings Related to the Financial Staterment

Instances Of NoncomplianedNo matters were noted.

Reportable Conditions

07-1-A

Segregation of Duties

One important aspect of internal accounting congrtthe segregation of duties among
employees to prevent an individual employee fromdtiag duties which are
incompatible. We noted that generally one persmdontrol over each of the following
areas:

(1) Cash receipts, journalizing and posting

(2) Disbursements, check writing, journalizemgd posting.

Recommendation
We realize that with a limited number of office doyees, segregation of duties is

difficult. The City should continue to review iiperating procedures to obtain the
maximum internal control possible under the circtanses.

Response

We will continue to review the internal control peslures and segregate duties to the
extent possible with existing personnel and the fieance officer hired during the year.

Conclusion
Response acknowledged. The City should segregéitssdo the extent possible with

existing and future personnel. Administrative pers should provide additional control
through review of financial transactions and report

PART Il Other Findings Related to Statutory Repurti

07-1I-A

Certified Budget

Disbursements during the year ended June 30, 2Gf#eded the amount budgeted in the
Culture and Recreation and Community and Economieeldpment activities. Chapter
384.20 of the Code of lowa states in part thatipubbnies may not be expended or
encumbered except under an annual or continuingoppgtion.

Recommendation

The budget should have been amended in accordatit€hapter 384.18 of the Code of
lowa before disbursements were allowed to exceedtidget.

Response
The budget will be amended in the future, if apdie.

Conclusion
Response accepted.
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07-1I-B
07-1I-C
07-1I-D
07-1I-E
07-1I-F
07-1I-G
07-1I-H

Questionable Disbursements

We noted no disbursements for parties, banquetther entertainment expenses that do
not meet the requirements of public purpose asidéfin an Attorney General's opinion
dated April 25, 1979.

Travel Expense

No disbursements of City money for travel expermgespouses of City officials or
employees were noted.

Business Transactions

Business transactions between the City and Cifgiaf§ or employees are detailed as
follows:

Name, Title, and Business Connection Transaction Amount

Rosemary Taylor, Council Member Publishing teily newsletter  $1,439.00
In accordance with Chapter 362.5(10) of the Gafdewa, the transactions with the

Council member do not appear to represent dicbaf interest since the total
transactions were less than $1,500 during Huaffiyear.

Bond Coverage

Surety bond coverage of City officials and empl®yein accordance with statutory
provisions. The amount of coverage should be vesdeannually to insure that the
coverage is adequate for current operations.

Council Minutes

No transactions were found that we believe shoaictbeen approved in the Council
minutes but were not.

Deposits and Investments

No instances of non-compliance with the depositiamdstment provisions of Chapter
12B and 12C of the Code of lowa and the City’s str@ent policy were noted.

Financial Condition

The Road Use Tax Fund had deficit balancesrst 30, 2007 of $180,638.
Recommendation

The City should investigate alternatives to elindénthese deficits in order to return these
funds to a sound financial position.

Response
Note 13 of the financial statements indicates thg <plans to eliminate the deficit.
Conclusion

Response accepted.
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